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KEY ECONOMIC INDICATORS 
(Million of U.S. dollars, unless otherwise noted) 


1986 1987 


Domestic Economy 
Population (millions) 
Population Growth (%) 
Per Capita GDP, Current Dollars 
GDP, %* Change 
Consumer Price Index, % Change 


Production and Employment 
Labor Force (1000's) 
Unemployment (%, average for year) 
Industrial Production (% change) 
Fiscal Deficit (% of GDP) 


Balance of Payments 

Exports (F.0.B.) 

Imports (C.I.F.) 

Trade Balance 

Current Account Balance 

Foreign Debt 

Debt Service Ratio as % of 
merchandise exports ** 

Net International Reserves 
(year-end, including arrears) 

Average Exchange Rate 
(Quetzals per US$1.00) 


U.S.-Guatemala Trade 
U.S. Exports to Guatemala (CIF) 
U.S. Imports from Guatemala (FOB) 399 
Trade Balance 159 
U.S. Share of Guat. Exports (%) 41 
U.S. Share of Guat. Imports (%) 39 
U.S. Bilateral Aid 
Economic 193.0 
Military 7.4 


Principal U.S. Exports (1987): petroleum products, wheat, paper products 
Principal U.S. Imports (1987): coffee, textiles, bananas. 


* Bank of Guatemala forecast 
** Includes debt reschedulings 





SUMMARY 


Guatemala is the largest Central American country in terms of gross 
domestic product (GDP) (over $10 billion) and population (8.7 
million); it ranks third in area, being somewhat smaller than 
Honduras and Nicaragua. Guatemala's economy is heavily 
agricultural. Farming contributes some 26 percent of GDP, employs 
about 60 percent of the labor force, and generates almost two-thirds 
of exports. The most important export is coffee, followed by 
bananas, sugar, pharmaceuticals, winter vegetables, textiles, and 
cardamom. Manufacturing accounts for about 16 percent of GDP and 
centers on food processing and a wide range of consumer products. 
The Central American region constitutes the principal market for 
most of Guatemala's nonagricultural exports, while the United States 
is Guatemala's chief market for textiles. 


Endowed with rich soils and protected by the Central American Common 
Market (CACM), Guatemala enjoyed rapid economic growth and 
industrialization in the 1960s and 1970s. This era ended abruptly 
in 1980-81 with the advent of worldwide recession and regional and 
internal political problems that discouraged investment. Between 
1981 and 1986, the economy declined steadily. Aided by economic 
policy reforms by the new, democratic government inaugurated in 
1986, Guatemala climbed out of recession in 1987, achieving real 
growth of 3.1 percent that year. That growth was stimulated by 
private investment, particularly in textiles, winter vegetables for 
export, a mini construction boom, and by a sizeable increase in 
tourism. 


Private sector confidence and investment will be critical for 
sustained economic growth in Guatemala. The share of government in 
the economy is less than 10 percent of GDP; the tax burden is 
relatively light even by Latin American standards. The country's 
debt burden, although moderate compared to that of other Latin 
American countries, could nonetheless restrain Guatemalan growth 
prospects in the short-to-medium-term; debt-service requirements are 
relatively heavy in 1988 and will be in 1989. Nonetheless, the 
Central Bank predicts 4 percent growth in 1988, an optimistic but 
achievable target. Barring unforeseen problems, a similar, or even 
stronger, performance is possible in 1989. 


To shore up international reserves and buttress confidence in 
Guatemala's economic prospects, the government has negotiated a 
stand-by financing program with the International Monetary Fund 
(IMF). The IMF Board is expected to approve the agreement by 
mid-October, providing Guatemala some $126 million in Fund loans. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Guatemala's economic outlook is favorable for U.S. investors and 
traders. The United States is, by far, Guatemala's largest trading 
partner, purchasing about 40 percent of Guatemalan exports and 
supplying a like proportion of Guatemala's imports. Guatemala 
welcomes foreign investors and good opportunities exist. The 
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"“maquila" (drawback) industry has been particularly popular with 
foreign investors over the last 2 years, and many foreign firms, 
including U.S. firms, have invested in garment production and other 
drawback industries here. Guatemala is a beneficiary of the 
Caribbean Basin Initiative and is competitive with other Caribbean 
Basin countries in terms of labor costs, government incentives to 
export, and overall investment climate. 


PRODUCTION AND OUTPUT 


Guatemala's real GDP expanded by 3.1 percent in 1987, the best 
performance since 1980 and a dramatic improvement over the lengthy 
recession which saw GDP decline steadily between 1981 and 1986. 


Agriculture accounts for 26 percent of GDP. Growth of farm output 
in 1987 was 3.6 percent, with rises concentrated in nontraditional 
crops such as winter vegetables and fruit. The value of Guatemala's 
coffee crop declined in 1987 due to lower international prices. 
Manufacturing, which accounts for some 16 percent of GDP, grew by 
1.6 percent. Since most Guatemalan industry has traditionally 
serviced the protected trade area of the Central American Common 
Market (CACM), the CACM's decline since 1980 seriously affected 
Guatemalan industry. But manufacturing is now recovering, with 
emphasis on assembly/reexport (drawback) operations. Construction 
contributes only about 2 percent of GDP, but a mini-boom in 
Guatemala City resulted in a 10.3 percent increase in construction 
activity in 1987. Petroleum production and mining contribute less 
than 1 percent of GDP. Petroleum production, all of which is 
exported declined from $27 million in 1986 to $16 million in 1987. 
Electric power is abundant in Guatemala since the start-up of the 
300-megawatt Chixoy hydroelectric plant in early 1986. However, the 
Chixoy project has been plagued by a variety of problems; its 
possible shutdown for repairs would place a heavy burden on other 
generating facilities. Also, the cost of building Chixoy has left 
that government-owned utility with a heavy debt. Partly because of 
this, electricity rates were raised by up to 40 percent in March 
1988, and further increases may be necessary. 


The overall outlook for 1988 is for continued recovery. Guatemala's 
Central Bank projects real growth of 4 percent in 1988. Though 
optimistic, barring unforeseen setbacks, this target is achievable. 
Agriculture and industry are projected to continue their recovery, 
with growth rates of 3.5 and 3.8 percent, respectively, in 1988. 

The strongest sector in 1988 may be commerce, with growth of 4.8 
percent expected. Import levels, depressed for several years by the 
scarcity of foreign exchange and weak consumer purchasing power, 
increased a remarkable 50 percent in 1987. Business has now rebuilt 
its inventories and consumer spending is strong. However, the high 
import levels of 1987 and continued strong import demand in 1988 
have produced a large deficit. 


Tight foreign exchange reserves remain a serious concern. To 
address this problem, the government has instituted a series of 
measures, including unification of the three-tiered foreign exchange 
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rate into a single rate; devaluation of the quetzal (13 percent for 
deposits and 16 percent for loans). These measures will boost 
domestic inflation over the short term, but should stimulate 
economic adjustment and produce more sustainable growth over the 
medium and longer terms. 


In recognition of the government's efforts to tackle the country's 
economic ills in earnest and to signal our strong support for the 
impressive democratic gains Guatemala has achieved since 19856, the 
U.S. Government in June 1988 contributed $75 million to Guatemala in 
the form of a grant. This help eased the foreign exchange 

shortage. More recently, and International Monetary Fund (IMF) 
negotiating team and the Guatemalan Government reached agreement on 
a stand-by financing program that would make available to Guatemala 
an additional $126 million over the next 15 months; approval by the 
IMF's Board of Executive Directors is expected in the early fall. 


The key to sustained economic growth in Guatemala is private 
investment. Low and declining investment by both the private and 
public sectors has been a characteristic of Guatemala's economy in 
the 1980s. That trend reversed in 1987, however, with public sector 


investment about 16 percent. Further gains in investment should be 
possible. 


INFLATION LOYMENT AND WAGES 


Inflation in Guatemala has traditionally been moderate. The unusual 
inflationary spurt in 1985 and 1986 was corrected through a 
combination of monetary and other measures that boosted consumer 
confidence. Inflation in 1987 declined to 10 percent. Inflation of 
12 percent or somewhat higher is possible in 1988 because of the 
one-time shock of the corrective measures (that is, currency 
devaluation, higher interest rates to stimulate exports and capital 
inflows). However, continued conservative monetary policies make 
serious inflation unlikely. 


The Guatemalan labor force is estimated at about 2.8 million and is 
growing annually by nearly 100,000 entrants. Unemployment 
statistics are generally unreliable, but most estimates place urban 
unemployment at about 12 percent. The undereducated rate is an 
equally serious problem, particularly in rural areas. Estimates of 
the combined unemployment and undereducated rates range from 26 to 
45 percent. 


In January 1988, a new minimum wage scale was established. Minimum 
wage now ranges from 4.5 quetzals per day (about $1.70) for 
agricultural workers to as high as 16 quetzals for operators of 
heavy construction equipment. 


Most workers in the modern sector of the economy earn more than the 
minimum wage. However, with little enforcement of minimum wage 
laws, particularly in rural areas, supply and demand rather than 
government regulations often determine wages. Available evidence 
suggest that workers' average purchasing power rose in 1987, after 
several years of decline. 





FISCAL POLICY AND TAXES 


Guatemala's public sector is relatively small and the country's tax 
burden is light by international standards. Central government 
expenditures in 1987 were only 11.2 percent of GDP, and tax revenues 
have risen rapidly since 1986. In order to reduce further the 
budget deficit, the government has set a goal of increasing tax 
revenues by 1 percent of GDP annually, until revenues equal 11 
percent of GDP, which is expected to be in 1990. 


Guatemala's fiscal deficit equaled only 1.4 percent of GDP in 1987, 
but is projected to rise to 3 percent in 1988 because of increased 
government spending and shifting the Central Bank's losses on 
foreign exchange operations to the central government's account. 


In 1987, over private sector objections, the Government of Guatemala 
adopted a tax reform package that includes new rules and rates for 
income and property taxes, a 4 percent surcharge on imports, and 
other tax changes. The full effect of the new measures on 
government revenues and investment is unclear; implementing 
regulations are not yet in place, and some sections of the new tax 
laws are being challenged in the courts. A tax on exports, adopted 
in 1986, is being phased out at the rate of 3 percentage points per 
month until it disappears in 1990. The export tax is currently 
assessed on a sliding scale, ranging from 2.7 to about 25 percent, 
depending upon the product and its world price. Nontraditional 


exports are taxed at the lowest rates, while drawback industries are 
fully exempt. 


MONETARY POLICY AND INTEREST RATES 


Guatemala's monetary authorities have traditionally placed great 
value on stability. Monetary policy for the balance of 1988 and for 
1989 will be guided by the IMF-Guatemala accord which, if 
successfully implemented, should keep inflation in check. 


On June 22, 1988, the monetary authorities raised the ceilings on 
interest rates, from a level of 14 percent on loans and 11 percent 
on deposits, to 16 to 13 percent, respectively. This should 
encourage domestic savings, stimulate capital inflows, and reduce 
pressure on the exchange rate. The Central Bank is considering 
further measures to relax restrictions on interest rates and to 
encourage greater competition in financial services. The government 
has declared its intention to expedite approval of new banks, 
including foreign ones. 


EXCHANGE RATES 


For almost 60 years, the national currency, the quetzal, traded at 
par with the U.S. dollar. In 1984, the government then in power 
introduced a complex exchange rate system, effectively devaluing 
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the quetzal. The present government began simplifying that system 
in June 1986. Those efforts culminated in June 1988 with 
unification of the multi-tiered exchange rate into a single rate 2.7 
quetzals to the dollar, a rate that appears sustainable under 
prevailing circumstances. Although the Central Bank prefers a 
stable exchange rate, it recognizes that market forces may make 
periodic changes necessary and has said the unified rate will be 
“fixed, but flexible." 


TRAD BA OF P D 


For some years, Guatemalan exports and imports tended to be roughly 
in balance. The year 1987 was an exception: imports reached $1,449 
million (CIF), while exports were only $981 million (FOB), producing 
a trade deficit of $468 million. Causes of the large imbalance 
included a decline in the value of coffee exports, from $522 million 
in 1986 to $371 million in 1987. World coffee prices, which were 
exceptionally good in 1986, dropped to much lower levels in 1987. 
Coffee receipts should increase somewhat in 1988. Another important 


factor in the 1987 trade deficit was the unprecedented 50 percent 
growth in imports. 


Pent-up consumer demand, the revival of investment, the overvalued 
quetzal (before the June 1988 devaluation), and capital repatriation 


seem to have been the principal factors influencing the growth in 
imports. 


Despite the large trade deficit, favorable signs indicate that 
Guatemalan exports are becoming more diversified. Exports of 
nontraditional products increased by 37 percent, from about $130 
million in 1986 to $180 million in 1987. Exports of textile 
products, primarily apparel for export to the United States, 
increased from $20 million in 1986 to $50 million in 1987. Exports 
of textiles and of such nontraditional products as fruits and 
vegetables continue to increase in 1988. 


The United States is Guatemala's largest trading partner, supplying 
about 39 percent of Guatemala's imports and buying 41 percent of its 
exports in 1987. Other large importers of Guatemalan products are 
El Salvador, Germany, and Costa Rica; other large suppliers include 
Germany, Mexico, Japan, and Venezuela. The U.S. market share for 
both imports and exports has generally increased in the last few 
years, although our share of the Guatemalan market decline somewhat 
in the past year. An important factor in the overall increase in 
the U.S. market share in Guatemala seems to be the relatively 
greater support U.S. exporters receive through U.S. banks from the 
Export-Import Bank of the United States (Exinibank) than our foreign 
competitors get from their institutions. 


Guatemalan imports include a broad range of industrial, agricultural 
and consumer products. The most important imports in 1987 were fuel 
and petroleum ($194 million), nonelectrical machinery ($162 
million), transport equipment ($148 million), and electrical 
equipment ($106 million). The most important imports from the 
United 
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States were fuel and petroleum products ($96 million), wheat ($23 
million), and paper products ($21 million). 


About two-thirds of Guatemalan exports are agricultural products. 
The most important exports in 1987 were coffee ($371 million), 
bananas ($69 million), sugar ($54 million), and pharmaceuticals ($48 
million); exports of fruits and vegetables together reached about 
$70 million, while textile exports (including only value added for 
drawback operations) were more than $37 million. The largest 
exports to the United States were coffee ($205 million), bananas 
($48 million), textiles (principally garments) estimated at $24 
million, and fruits and vegetables ($25.5 million). 


Guatemala has experienced large overall balance-of-payments deficits 
during most of the 1980s. It achieved a $49 million surplus in 
1986, but again recorded a deficit of $73 million in 1987; a like 
deficit is expected this year. 


Guatemala's external debt of $2.6 billion (about 24.5 percent of 
GDP) is modest by Latin American standards, and its foreign debt 
service obligations over the medium-to-long term are not 
inordinately heavy. The government has renegotiated most of its 
relatively small commercial debt, and substantial long-term loans 
are, or will soon be, available from international financial 
institutions, including the IMF, the World Banks and the 
Inter-American Development Bank. 


A still-lingering issue is the $470 million in "stabilization bonds" 
that the government forced creditors to take in 1983 and 1984 to 
clear up short-term foreign trade credit arrears. Some $200 million 
of those bonds matured on July 28, 1988. The government has 
announced that it does not have the foreign exchange resources to 
redeem them on schedule, but will instead tender a new series to 
replace the 1983 and 1984 issues. The 1988 tender will consist of a 
dollar issue and a quetzal issue. The dollar issue will pay yearly 
interest of 10 percent and will be retired over 10 years; the 
quetzal issue will carry a 16 percent interest rate, will be retired 
over 7 years, and will be able to be used in debt/equity swaps, to 


pay for imports of capital goods, pay taxes, and other uses that the 
Central Bank may approve. 


Although unable to redeem the stabilization bonds on schedule, the 
government has always remained current on interest payments. 
According to Central Bank sources, holders of existing bonds have 
expressed considerable interest in the forthcoming bond issue. Not 
surprisingly, some foreign bearers of the 1983-84 stabilization 
bonds have told the Embassy that they would prefer cash. 


IMPLICATIONS FOR U.S. BUSINESS 


Investment: Guatemala has traditionally welcomed foreign investment 
and few legal impediments confront investors, although bureaucratic 
red tape can be trying. The investor in Guatemala will enjoy 
relatively low labor costs. Tax incentives are available to the 
tourism industry, for petroleum exploration and production, and for 
industries which locate outside the capital city or produce for 
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export. A free trade zone adjacent to Guatemala's principal port 
offers duty-free entry for raw materials. There are no legal 
restrictions on repatriation of profits; Central Bank authorities 
have pledged to continue to authorize remittances of profits and 
dividends on a timely basis. 


Several hundred small-to-medium-sized firms have American capital, 
but no reliable estimates of total U.S. investment in Guatemala 
exists. In 1987, the Overseas Private Investment Corporation (OPIC) 
rated Guatemala a promising site for U.S. investment. Earlier this 


year, the Eximbank relaxed its country policy guidelines for 
Guatemala. 


Two pieces of legislation currently being considered by the 
Guatemalan Congress could further stimulate foreign and domestic 
investment. The Export Promotion Law (Law 21-84) would be modified 
to add flexibility and more aggressive incentives. The free-trade 
zones legislation would also be modified to end the state monopoly 
in this area and open the door for private sector leadership in the 
creation and management of free trade zones throughout the national 
territory. Passage of the new legislation is expected in 1988. 


Caribbean Basin Initiative (CBI): Since 1984, Guatemala has 
qualified for benefits under the CBI. Reflecting the special 
importance the U.S. attaches to the Caribbean Basin area, the CBI 
seeks to spur economic activity and expand private sector 
opportunities in the region through a one-way free trade area that 
allows duty-free access to the U.S. market through 1995 for most CBI 
country products. (Exceptions are canned tuna, petroleum and 
petroleum products, footwear, and certain leather products.) 

Subject to bilateral negotiations, apparel products produced in CBI 
countries from cloth made and cut in the United States can benefit 


from a special program of guaranteed access levels to the U.S. 
market. 


Tourism: Tourism offers great potential to the U.S. investor. 
Guatemala was developing an important tourist industry in the 1970s, 
until security and political difficulties sent the industry into a 
decline that hit its low point in 1984. Since then, the number of 
visitors and tourism receipts have doubled, to over 300,000 tourists 
spending over $100 million in 1987. Tourism is projected to grow 20 
to 30 percent annually for the foreseeable future. 


Exporting to Guatemala: After being stifled for several years, the 
Guatemalan market for imported goods expanded rapidly in 1987; 
demand for imports remains strong in 1988. U.S. exporters are 
competitive in a wide variety of products. Improvements in land, 
sea, an air transportation between the United States and Guatemala 
should help U.S. exporters retain a market share of more than 
one-third of Guatemalan purchases abroad. However, several Latin 
American, Asian, and European nations have adopted more aggressive 
trade attitudes and have recently cut into the United States' share 
of exports of Guatemala. 


The government has indicated its intention to restructure its tariff 
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codes to reduce barriers to imports of raw materials and machinery 
used by export industries. Therefore, U.S. exporters looking for 
long-term market development may wish to focus on food processing 
equipment, agricultural chemicals, textile and other industrial 
machinery. Other good prospects for U.S. exports are a wide range 
of industrial chemicals, agricultural machinery, paper products, 
petroleum products, consumer items for the home, and agricultural 
products such as wheat and vegetable oil. The growth of assembly 
("maquila") industries under a drawback regime offers U.S. firms the 
opportunity to export partially finished items to Guatemala for 
assembly. 


Importing from Guatemala: Guatemala's markets for its traditional 
exports (coffee, sugar, cotton, cardamom, meat, petroleum, and 
bananas) are well established, but long-term prospects for growth of 
most of these are limited. Diversification of exports is, 
therefore, an important Guatemalan economic goal. The most dynamic 
industries in Guatemala are in agriculture and assembly under 
drawback procedures. Exports of vegetables such as broccoli, 
cauliflower, snow peas, and fruits such as strawberries and melons 
reached $70 million in 1987. Prospects for additional investment in 
value-added industries such as freezing, canning and processing 
facilities are good. The assembly industry has seen dramatic growth 
in the last 2 years, with over 100 firms now producing apparel for 
export. Agricultural chemicals is another area where the drawback 
regime has been successful. 


Hundreds of Guatemalan export firms and products are listed in the 
1987 directory published by the Non-Traditional Exporters 


Association. For a copy, write, telephone or telex: 


Gremial de Exportadore 

Edificio Camara de Industrial 

Ruta 6, 9-21 Nivel 9, Zona 4 

Guatemala, Guatemala, C.A. 

Telephone: (502) (2) 361311 (six digits) 
Telex: 3100 Grepxo-GU 


Further Information: 


Country Officer for Guatemala American Chamber of 

Room H3314 Commerce in Guatemala 
International Trade Administration Aptdo. Postal 832 

U.S. Department of Commerce Guatemala City, Guatemala 
Tel: (202) 377-2527 Tel: (011) (502) (2) 312235 


Commercial Attache Fundacion Para El Desarrollo 

American Embassy de Guatemala (FUNDESA) 

APO Miami, FL 34024 Edificio Camara de Industria 

Tel: (011) (502) (2) 311541 Aptdo.. Postal 350A 
Guatemala City, Guatemala 
Tel: (011) (502) (2) 318584 


Embassy of Guatemala 
2220 R Street, NW 
Washington, DC 20008 
Tel: (202) 745-4952 
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